Accounting Basics — A Review
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Business forms

Chart of accounts LAWNMASTER
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= Cost of merchandise —500’s or 5000’s
= Expenses —600’s or 6000’s
o Placed at the beginning of the general ledger



e General ledger
o Book where each account on the chart of accounts
is listed (in numerical order by their account
number) and a running balance is kept for each
account
e Balance sheet
o Done at the beginning and the end of the fiscal
period
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e Combination journal _
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e Income statement
o Dated for a period of time — the fiscal period
o Records the revenue and expenses for the
period of time
o Used to calculate the net income or net loss
= Netincome is when revenue is larger
than expenses
= Net loss is when expenses are larger
than revenue
e Balance sheet
o Checks the equality of the accounting
equation for the business
o Uses a new owner’s capital
= Owner’s capital is calculated (when
there is a net income) capital account
balance — drawing account balance +
net income
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= Owner’s capital is calculated (when there is a net loss) capital account balance —

drawing account balance — net loss
e Post-Closing Trial Balance

o Afinal balance sheet that ensures all the

temporary accounts have been closed and that the
remaining accounts (assets, liabilities and capital)
maintain the equity of the accounting equation.

Processes:
e Posting
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o Recording transactions (taken from the general or
combination journal) in the individual accounts within the general ledger

e Recording adjusting entries
o Permanent record of adjustments analyzed on
the worksheet
o Done in one of the journals then posted to the
individual accounts
e Closing entries
o Temporary capital accounts are closed in
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preparation for the next fiscal period
o Done in one of the journals then posted
to the individual accounts
= Temporary capital accounts:
e Owner’s drawing account
e |[ncome summary
e Revenue
e Cost of merchandise
e Expenses

All diagrams are from Century 21 Accounting: An Introductory Course (Third Canadian Edition)



